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CENTER FOR BUSINESS SERVICES 
of the 
ROBERT A. JOHNSTON 
COLLEGE OF BUSINESS ADMINISTRATION 
MARQUETTE UNIVERSITY 


The Center for Business Services is providing to alumni and friends 
of Marquette University the solutions to many of their problems through the 
talents of expert consultants, scholars and researchers from all branches 
of the University. It is the Center's purpose to study existing needs that 
are not being satisfied in competitiveareas and then to secure the services 
of specialists to provide the answers. If qualified professors are not 
to be found among the faculty, additional staff may be recruited for specific 
assignments, Some of the best talent in the Middle West is available under 
various contractual agreements, Over two dozen colleges and universities 
have pledged their cooperation on projects that are national in scope, and 
dozens more will assist in specific fields in which they are prominent. 


The Center for Business Services was created in 1960 through the 
consolidation of the Bureau of Business and Economic Research and the 
Management Center. It has the dual responsibility of serving the commu- 
nity and of providing opportunities for the Marquette faculty to sponsor 
conferences, conduct research and contribute to scholarly publications. 


For twelve years the College of Business Administration has been 
demonstrating leadership in offering business services to the community. 
The administration has viewed its investment on a long-term basis as an 
absolute necessity for the betterment of both the University and business. 


Thousands of dollars have been attracted for research studies within 
the last year. Faculty, graduate and undergraduate students have been 
given the opportunity for development through grants utilized in the fields 
of economics, finance, general business, management and marketing. 
Many local, state and national government units and businesses have con- 
tracted with the Center to sponsor research activity for mutual benefit. 


Alumni and friends of Marquette, numbering in the thousands, have 
attended one to five-day conferences and institute programs during the 
past year. Most supervisory and management development activities were 
designed to meet a need in basic theory and applied principles. Many 
practitioners were also given the opportunity to discuss their ideas and 
problems with outstanding thinkers and leaders provided by the Center. 


The Marquette Business Review, with nationwide coverage, provides 
a medium for the faculty of Marquette and of other universities, as wellas 
non-academic authorities, to publish analytical articles on fundamental 
business and economic principles and their applications. Selected research 
studies, conference proceedings, and scholarly papers have been assembled 
in monographs and distributed to interested persons. 











RESEARCH 
The Center for Business Services has the following research objectives: 


To provide ilities and encoura ent for resear individual facul: 
members: The "Institutions Magazine" is providing funds to compile data 
about the mass feeding and housing activities in Milwaukee County for the 
purpose of obtaining a more realistic picture of this market. The specific 
area of restaurant operations is being investigated in particular detail. 


To provide business research training for students: A graduate student 


is presently interviewing employees of a Milwaukee firm to determine 
the effectiveness of the company's house organ. While he obtains credit 
for a classroom project, a research report will be produced to answer 
a specific business problem. 


To de ilities for makin ial studies requested rofessional 
and industrial associations: Attitudes of Milwaukeeans about the American 


Red Cross are being studied. Information obtained from a large represen- 
tative sample will help the local director to do the best possible job and 
will undoubtedly be used by Chapters in other parts of the United States. 


To proyide facilities for making special studies requested by individual 


: A series of economic location studies is being pro- 
vided for new and existing businesses. A half dozen financial institutions 
in the metropolitan area have recently been supplied the factual informa- 
tion for their use in determining the value of new site locations. 


To pro facilities for mak 1 studies reque overnment 
agencies: The Municipal League of Milwaukee County is financing a com- 
prehensive study of taxes as they affect the suburbs. Information is being 
provided on Wisconsin state taxes, Milwaukee County taxes, Milwaukee 
suburban taxes, and the governmental services being rendered. 


To prepare special studies on business and economic problems relating 
to the region served by the Center: The Fitch Foundation has underwritten 
an analysis of the potential industrial expansion in the metropolitan Mil- 
waukee area. An economic insight into what has happened, what is taking 
place at present, and attitudes toward future goals is forming the basis 
for this report. 


To furnish current information on business and economic conditions in the 
state of Wisconsin: Nineteen economic areas are being analyzed in regard 
to employment, bank debits, industrial electricity sales, and building 
permits. Monthly releases of the data are being prepared so that citizens 
of the state can readily see changes in these business indicators. 


To proyide facilities for special studies for other Marquette University 
schools and departments: The School of Medicine is cooperating with the 
Association of American Medical Colleges in a program cost finding study. 
Data furnished by Medical School faculty and staff are being compiled to 
determine the allocation of costs to the teaching, research and service 
programs of the Medical School and its affiliated teaching hospitals. 
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CONFERENCES 


In the area of conferences, the Center for Business Services has 
the primary objective of assisting business, industry and government in 
their supervisory and management development activities, and to provide 
basic training for professional managers and supervisors. This is 
accomplished through the services of staff members, other members of 
the university faculty, and qualified experts from other institutions and 
from American industry who are invited to work with the Center on 
specific topics and conferences. 


Faculty of the College of Business Administration serve as confer- 
ence leaders or coordinators. Specific topics of professional interest 
are discussed by the experts and enrollees who are attracted to these 
programs, For example, one professor is offering his twentieth session 
on Conference Leadership to a restricted clientele of a Milwaukee manu- 
facturing concern. 


Other Marquette University colleges and departments have actively 
joined in our efforts to satisfy community and company needs. Staffs 
from Liberal Arts, Engineering, Law, Medicine and Nursing have made 
substantial contributions to past conferences. 


Nationwide institutions of higher learning have been represented by 
countless discussion leaders over the years. When this is coupled with 
some of the top industrial representatives from all parts of the country our 
array of talent is impressive. The annual Tax Institute, which is now in 
its eleventh year, is illustrative of Marquette's ability to attract the best. 


Semester-long institutes are also made available one evening a 
week throughout the academic year. Usually a sponsoring association 
secures the students and the Center provides the teaching staff. These 
sessions cover many of the fundamental business and economic principles 
which are taught in the regular college courses with thenecessary adapta- 
tions of these principles to the problems of a specific industry. The 
Association of Milwaukee Purchasing Agents has been offering such insti- 
tute programs for over twenty five years. 


The most popular staff program has been a series of seven one-day 
Saturday conferences initiated in 1958 to cover the problems of Under- 
standing People, Supervisory Skills, Changing Behavior, Understanding 
Yourself, Communications, Employee Training, and Counseling and Inter- 
viewing. These programs offer the participant basic information and 
materials necessary for the manager to discharge the supervisory res- 
ponsibilities of his job. A series of two and three-day programs are 
also offered for those that prefer more intensive training in Human Rela- 
tions and Principles of Supervision, 


During an average year the Center attracts about three thousand 
supervisors and managers to its one, three and five-day conferences 
on supervision. Last year these conferees came from appoximately 
five hundred companies located in twenty seven states. 








PUBLICATIONS 


The Marquette Business Review is the successor to the Business 
Letters and Business Memos which had been published prior to 1957. Its 
purpose is to provide greater scope for articles ranging over a wide field 
of interests and concerns -- discussions of specific problems of local 
industries, analyses of regional and national economic conditions, and 
appraisals of international events and their implications to this nation 
and this community. Contributions to the magazine are sought from the 
academic and business worlds. Articles are selected to achieve balanced 
reading and to make possible the presentation of new ideas and views. 
The Review is distributed on a complimentary basis to such institutions 
as public, university and business libraries, alumni of our college and 
individuals who seriously seek to understand the many facets of today's 
complex business world. 





Individual publications have for their purpose the dissemination of 
information developed through research projects performed by faculty 
members under grants, by Master's candidates in partial completion of 
their degree requirements, and through conferences wherein specialists 
in particular fields of study are invited to share their knowledge with 
each other and with the public. Depending upon conditions specified by 
a grantor, publications may at times be distributed on a complimentary 
basis; otherwise, the Center distributes them ata minimum price sufficient 
to cover costs. 


Recently the Metropolitan Study Commission asked a faculty member 
to study the local tax problem and this resulted intwo publications. "A Study 
of Revenue Needs, Expenditures and Trends in Milwaukee County," and 
"State-Local Financial Relationship - A Study of Shared Taxes and Aids in 
Wisconsin" are being utilized by many people because of their timeliness. 


A publication from a graduate student is "A Survey of Milwaukee 
Advertising Men and Women to determine their Backgrounds and Opinions 
on Modern Education for Advertising.’ This study presents a profile of 
advertising personnel in the Milwaukee area drawn from such data as age, 
position, salary, educational background, career pattern, and from their 
views on the relative value of different college courses and curricula, the 
value of a degree program in advertising, extra-curricular activities, etc. 


“Realities of Communist China," the proceedings of a conference 
held in June, 1960, under the auspices of Marquette University's Institute 
for Asian Studies and Division of Continuing Education, presents a broad 
survey of the principal developments in Communist China during the last 
decade, It contains specific analyses of China's economic development 
under Communism, the reliability of statistical information issuing from 
China today and the picture it reveals of the present and prospectsof 
the future. 


Harvey E. Hohl, Acting Director 


THE ECONOMIC OUTLOOK OF THE ‘SIXTIES 


James J. O'Leary* 


The purpose of this article is to consider the general economic 
prospects of the United States in the decade, with particular reference 
to current real estate procedure, This is appropriate because obviously 
developments in the real estate market will be greatly affected by the 
performance of the national economy as a whole, At the same time, 
however, such matters as the demand for housing and commercial and 
industrial real estate, and the availability of financing to meet this 
demand, will have a highly important impact on the national economy. 


The events of this year to date have forced economists to take a 
more sober view of general economic prospects than they dida few 
months ago when the expression “the soaring sixties" came into popular 
parlance, Last December, when the various professional societies of 
economists held their meetings in Washington optimism about the imme- 
diate and longer-run economic outlook ran high and most projections did 
tend to soar. However, the failure of our national economy to move 
ahead with the expected vigor this year, and the sidewise movement of 
general economic indicators, has shaken confidence in the buoyancy of 
the general business outlook not only for the immediate future but for 
the next several years, In any event, the expression “soaring sixties" 
seems somewhat less appropriate today than it seemed earlier in the 
year, 


The Record of the "Fabulous Fifties" 





The Growth of the National Economy. First, let us take a look 
at the growth achieved by the American economy during the Fifties, 
In 1949 the Gross National Product of the United States, that is, the 
total value of goods and services produced in the country that year, 
amounted to $258 billion, By 1959 the Gross National Product of the 
United States had risen to $482 hillion, or an increase in ten years of 
87 per cent, This rise in Gross National Product was at the very high 
rate of 6,4 per cent compounded, But, it should be realized that the 
higher figure in 1959 reflected in large measure the higher price level 
at that time. During 1949 to 1959 the general price level rose 22 
per cent, If we express the Gross National Product for both 1949 and 
1959 in terms of the general pricelevel prevailing in 1959, we find that 
the growth of the American economy in "real terms” was from $328.4 





* Dr. O'Leary is Director of Research of the Life Insurance Association 
of America. This article was presented as part of a discussion series 
on Current Real Estate Problems, presented on October 5, 1960, and 
sponsored by the Division of Continuing Education,Marquette University, 
in cooperation with the Milwaukee Board of Realtors. 








billion in 1949 to $482 billion in 1959, or 47 per cent, This figuresout 
to be an average annual real growth rate of 3.8 percent compounded, 
which is comparatively high in relation to past decades, If we can 
manage to do this well in the next decade, the term “soaring sixties” 
will be justified, 


Two other measures of economic growth in the Fifties of interest 
here are worth noting. Again expressed in real terms, that is, in 
terms of 1959 prices, the total of personal consumption expenditures in 
the United States rose from $221 billion in 1949 to $314 billion in1959, 
for an increase of 42 per cent in the decade. Residential non-farm 
housing expenditures in real terms increased from $12.8 billionin 1949 
to $22,3 billion in 1959, a rise of 74 per cent, considerably higher than 
the rate of increase in Gross National Product or personal consumption 
expenditures, 


The Driving Forces in the United States Economy During the Fifties, 
What were the driving forces behind the high rate of economic growth 
in the Fifties? Of course there were many forces at play, but there 
are five that I think were of special importance, First the American 
economy in the Fifties was given a great continuing stimulus by the 
backlog of demand for consumer goods and housing which was built up 
in the depressed Thirties and during World War Il, This huge pent-up 
demand, made effective by the buildup of personal holdings of liquid 
assets (cash, checking accounts, savings accounts, war bonds, etc.) 
during the war, as well as very easy terms on consumer and housing 
loans, has been a great factor in the high rate of consumer spending 
and housing since the end of World War Il. This force has been 
singled out for mention first because we may now be reaching a point 
where this pent-up demand has spent most of its strength, A second 
force in the Fifties contributing to the high rate of growth was certainly 
the postwar bulge in family formations particularly inthe early part 
of the decade, Thirdly, and of great importance, has been the high 
and rising level of federal spending, In real terms(1959 prices) federal 
expenditures for goods and services rose from $30.6 billion in 1949 to 
$53.3 billion in 1959, or 74 per cent, Behind this, of course, was the 
Korean War and the state of cold war since then with the Communist 
bloc, A fourth factor behind the remarkable economic growth of the 
Fifties was the high and rising rate of plant and equipment expenditures 
by American industrial concerns, This was in part stimulated by the 
rising level of consumer expenditures, as well as housing expenditures, 
but it was also the product of increasing industrial competition and the 
enormous growth of industrial research and the development of new 
production methods and new products, The fifth and final force which 
would seem to play a significant role in the economic growth of the 
country during the past decade is the steady expansion of expenditures 
by state and local government units for highways, bridges, schools, 
and a host of other public improvements, State and local expenditures 
rose steadily from $26.5 billion in 1949 to $44,3 billion in 1959 (both 
expressed in 1959 prices), an increase of 67 percent, 





The Inflation of the Fifties, The impressive rate of economic 
growth of the United States in the Fifties was, regrettably, accompanied 





by serious inflation in which the index of consumers’ prices rose 22 
percent from 1949 through 1959, Nearly half of this rise occurred during 
the Korean War, but nonetheless there was a rather persistent attrition 
to the value of the dollar throughout the period. Of particular interest 
to this audience, the inflation was more severe in the housing field 
during the Fifties. For example, rent as a component of housing costs 
in the Bureau of Labor Statistics index of consumer prices rose 33 
percent, and the Boeckh index of residential construction costs increased 
34 percent from 1949 through 1959, Housing costs are worthy of particular 
mention because of the growing concern in many quarters that inflated 
costs may now be one of the vital reasons why housing has not moved 
ahead at a faster rate this year, 


During the past decade we have had some important adjustments 
in thinking about the forces behind rising prices. There is no doubt 
that underlying the inflation was a tendancy for general market demand 
for goods and services to press against comparatively scarce supplies. 
At the same time, however, rising costs, based on the market power 
of organized labor and industrial concerns, have undoubtedly played an 
important role in the inflation process, 


It seems highly significant that as we move into the Sixties, public 
concern about “creeping inflation" has been dampened, The inflation 
psychology of the general public, so apparent in 1959, has now largely 
disappeared, due undoubtedly to the clear evidence that Federal authorties 
are prepared to employ fiscal and monetary policy measures vigorously 
to combat inflation, The decline of public inflation psychology is also 
undoubtedly the result of evidence that industrial management has 
exhibited greater willingness to resist wage increases not justified by 
improved labor productivity. 


Business Fluctuation in the Fifties. Another aspect of the American 
economy in the Fifties which needs to be noted, for the light it may 
shed on the Sixties, is the matter of business fluctuations, In a market 
economy such as ours, there are bound to be fluctuations in general 
business activity, and the hope is that they will be held to narrow 
amplitude, During the Fifties, we did, of course, experience fluctuations 
in general business activity, but by past standards they were comparatively 
moderate. As measured by the Federal Reserve Board index of indus- 
trial production for example, we had a modest business adjustment in 
1952 and somewhat sharper adjustments in the second half of 1953, running 
into mid-1954, and again in late 1957 running into the Spring of 1958. 
But these adjustments were more in the nature of pauses in the upward 
movement of the Federal Revenue Board index from 64 in 1949 to 105 
in 1959, 





There are many who believe that during the Fifties we began to 
see the influence of a number of forces which promised to reduce the 
amplitude of general business fluctuations, Often mentioned are the 
so-called “built-in stabilizers," meaning such things as the automatic 
decline or increase in Federal tax revenues as general business either 
recedes or moves upward, and the resultant automatic development of 








Federal deficits or surpluses, as well as the support supplied by 
unemployment benefits in a recession, Also often noted is the more 
effective use of Federal Reserve policy measures since 1951, as well 
as improved use of Federal fiscal measures. Moreover, as the economy 
has expanded it seems to have developed a capacity for "rolling adjust- 
ments" in which we might experience a decline in business and industrial 
plant and equipment expenditures, for example, but at about the same 
time a rise in housing. This acceleration in housing startsin 1945-1955, 
and again in 1958-1959, played an extremely important role in the 
comparative mildness of the general business fluctuations which occurred 
in those periods. 


Accordingly, the experience of the Fifties lends encouragement to 
the belief that general business fluctuations in the foreseeable future 
will be moderate. This view is fortified by certain institutional changes 
which have taken place in the national economy, notably the great 
growth of the amortized home mortgage and especially the Government- 
insured and guaranteed mortgage, the effective use of credit restrictions 
in the stock market, and the Federal deposit insurance system. There 
still remains a very important question for the Sixties, however. Was 
the freedom of the Fifties from serious business fluctuations the product 
of forces such as have been outlined, or was it more the fact that 
business fluctuations were bound to be moderate during the final ten 
years of a post-World War II sustained upward surge of the national 
economy? If the long upward swing in economic activity has come to 
a close, or is at least now topping out, may we now be entering a 
period in which business fluctuations will tend to be more pronounced? 
The question is merely raised here; an attempt will be made to answer 
it presently. 


The Capital Markets in the Fifties. There is one final aspect of 
the national economy in the Fifties which it would be helpful to consider 
for the light it may shed on prospects for the Sixties. That is the 
conditions which have prevailed in the market for capital funds--for 
long-term financing of business and industry, housing, Federal, state, 
and local government requirements, and other needs. It isnot necessary 
to belabor the point that during the Fifties we experienced a rather 
chronic condition in which the demand for capital funds outstripped the 
supply available from the nation's savings. 





Table I shows the sources and uses of capital funds in the United 
States during 1948-1959. Ali of these figures are ona "net" basis. 
For example, in 1959 the figure of $13.6 billion for 1 to 4family housirg 
mortgages is the net increase in these mortgages outstanding during 
1959, or the $4.3 billion for 1959 in the case of corporate bonds is the 
net increase in outstanding corporate debt. Similarly,taking sources 
of funds, the 1959 figure of $5.1 billion for life insurance companies 
represents the net increase in their funds available in the capital markets. 


The table shows only the volume of uses of capital funds which 
the various sources were able to supply. It does not, unfortunately, 
provide any measure of the unsatisfied demand for funds which pressed 


against the available supplies. Nonetheless, the table does show the 
sharp rise in total uses of funds from $30 billion in 1950 to$56. 8 billion 
in 1959. Especially noteworthy is the increased use of funds to finance 
residential mortgages--from $7.6 billion in 1950 to $10.1 billion in 1958 
and $13.6 billion in 1959. Similarly, note the steady rise in the useof 
mortgage credit for other than 1-4 family homes. 


As the result of the chronic tendancy for demand for capital funds 
to run ahead of supply, the level of long-term interest rates rose 
considerably in the Fifties. As we look to general economic prospects 
for the Sixties, therefore, one of the questions will be the availability 
of long-term financing and the movement of interest rates. 


The Economic Outlook for the Sixties 





With this general background of the behavior of our national 
economy in the Fifties, we turn now to the heart of our discussion --the 
prospects for the Sixties. 


Basic Forces Operating in the Sixties. There are five forces 
which would appear to have an important bearing on the behavior of the 
national economy in the next ten years. First the events of the past 
two weeks in the General Assembly of the United Nations confirm that 
the cold war will remain with us, and probably intensify, for the fore- 
seeable future. This makes it certain that Federal expenditures for 
military preparedness and foreign economic aid are likelyto rise further 
in the next several years. We are just beginning the task of trying to 
win or maintain the friendship of the new African nations against the 
ruthless competition of the Communist bloc. Our efforts to overcome 
the lead of the Russians in space are bound to mean accelerated Federal 
spending. Moreover, Federal policies aimed at stimulating a faster 
rate of economic growth of the country, to keep ahead of the Communist 
countries and to demonstrate that our free economic system is better 
than theirs, will undoubtedly lead to rising Federal spending in certain 
areas such as education, housing, medical aid, and the like. Later, 
there will be some discussion involved in this trend toward rising 
Federal expenditures, of which this writer takes a dim view, but which 
seem very likely to occur. 





Secondly, during the Sixties we have the prospect of the significant 
stepping up in the rate of household formations which should contribute 
to a rising volume of consumer expenditures and home building. Ac- 
cording to the latest projections of the Bureau of the Census, the annual 
rate of household formations will increase for the next 20 years. Under 
the most favorable assumptions for increase, the Bureau of the Census 
projects that the annual rate of household formations will rise from 
about 883,000 in the last two years of the Fifties to an annual rate of 
about 1,018,000 in the first five years of the Sixties, and to a slightly 
higher annual rate of 1,083,000 in the second half of the decade. During 
the Seventies the projections show a more pronounced rise to an annual 
rate of 1,338,000 in the second half of that decade. Accordingly, the 
expanding markets for consumer goods and housing occasioned by the 
higher rate of household formation should enhance the general economic 








prospects of the Sixties. However, the impact of a rising rate of 
household formation this decade should not be exaggerated. The average 
annual rate of 1,083,000 in the second half of the Sixties is still con- 
siderably below the annual rate of 1,525,000 in the three-year period 
from April 1957 to March 1950. 


Thirdly, with the expansion of family formation in the Sixties, a 
continued substantial rise in expenditures by state and local government 
units seems to be indicated. This is an area in which there is still a 
large backlog of demand. As noted earlier, state and local expenditures 
(in real terms) increased persistentlyfrom $26.5 billion in 1949to $44.3 
billion in 1959, and it would not be surprising to me if they showed a 
comparable increase in this decade, which would carry them to the 
neighborhood of $75 billion by 1970. Here would be a powerful force 
toward a rising level of general business activity. 


Fourthly, it seems likely that with these three forces at play, the 
rate of business and industrial plant and equipment expenditures should 
continue to move upward from the levels of the Fifties. Spurred by 
keen competition in our industrial system, and still further increases 
in the funds devoted to industrial research, plant and equipment expen- 
ditures by business and industry should trend upward during the decade. 


Fifthly, and in a more pessimistic vein about the economic out look, 
it seems that the reservoir of demand for consumer goods and housing 
which was dammed-up during the Thirties and World War II is finally 
in the process of running dry. There is some clearcut evidence of 
this. For example, the huge postwar demand on the part of veterans 
for housing under the Veteran's Administration home loan guaranty 
program seems to have largely exhausted itself. Indeed, the failure of 
home-building as a whole to respond this year to somewhat greater 
availability of mortgage financing, and the increasing reports of pockets 
of unsold homes and rising vacancy rates in apartment buildings, may 
also signal in part that the lush days of big backlog demand for housing 
are reaching an end. In a way, we may be witnessing the same thing 
in the sale of automobiles today as the public no longer is willing to 
purchase any car coming on the market but is more insistent on compact 
cars free of the frills which were accepted in the Fifties. 


Again, as noted earlier, the huge backlog of demand which was 
evident in the first decade and a half after the War, was fed by liquid 
assets accumulated by the public during the War, and even more so 
by the easier and easier credit in the consumer loan and home loan 
fields. The consuming public has used up a good part of these liquid 
assets, or they have been drained by the rising price level, and we 
have apparently gotten to the end of the line in making consumer or 
home mortgage terms easier. 


This is not to say that the level of consumer expenditures’ will 
not continue to rise in the Sixties. It probably will. Consumer spending 
in the Sixties will not, however, be fortified by the great backlog of 
wants and desires which characterized most of the Fifties. | Markets 
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should become much more competititive as consumers become more 
selective. We are probably moving into a decade of the “hard sell." 


Possible Dimensions of Our Ecomomy in the Sixties. It would 
perhaps be helpful to take a look at the dimensions ournational economy 
is likely to take on in the Sixties, on the basis of reasonable 
assumptions. The average annual rate in real terms at whichour national 
economy has tended to grow over a long period has been about 3 percent. 
In some periods the rate of growth has been considerably higher, and 
in some lower. Without involving ourselves in a “numbers game" we 
can nonetheless probably assume, on the strength of such forces as 
outlined above, that the average annual rate of economic growth during 
the Sixties will turn out to be of about the same magnitude as it was 
in the Fifties, which was 3.8 percent in real terms. 





Let us suppose that the growth rate in the Sixties turned out to be 
4 percent. What would this mean in terms of some of the indicators 
familiar to this audience? It would mean that the total value of all 
goods and services produced in the United States, the Gross National 
Porduct, would rise to $744 billion by 1970, as compared with a figure 
of $482 billion in 1959 and around $500 billion this year. Both of these 
figures are expressed in terms of the general price levelof 1959, so 
that this expansion would be in realterms. Similarly, by 1970, personal 
consumption expenditures might be expected to reach about $435 billion, 
as compared with $22.3 billion in 1959. Total new private construction 
expenditures, including business and industrial construction as well as 
residential, may be expected to rise to about $56 billion in 1970 as 
compared with $40.3 billion in 1959. These figures certainly are not 
discouraging to the real estate business! 


Let us consider briefly some of the possible developments in _ the 
capital markets in the Sixties. Table I will be helpful here. As we 
noted earlier, the table shows a pronounced upward movement in the 
annual net increase in 1 to 4 family mortgages. This should continue 
into the Sixties, both because of the rising demand for home mortgage 
credit and because of available supplies. By 1970 the net increase in 
1 to 4 family mortgage debt, on a conservative estimate, seems likely 
to be running at a level of around $20 billion. Other mortgage credit 
will also continue its steady rise, up to the level of about $8 billion by 
1970. 


One of the big questions which has been discussed in the past 
couple of years is whether funds will be available to finance the level 
of housing predicted by many to rise to 2 million housing starts per 
annum from 1965-1970. The money will probably be forthcoming, perhaps 
rather comfortably, for the following reasons. If you examine the first 
two uses of capital funds in the table, it is evident that there has not 
been any marked upward trend in the net increase in corporate bonds 
and stocks. This is not surprising because it is well known that to a 
larger and larger degree industrial corporations are financing themselves 
by means of retained earnings. If this trend should continue, and it 
seems likely to do so, a rising proportion of the funds of institutional. 
investors such as life insurance companies will have to be directed 
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into the home mortgage market. One of the most interesting questions 
has been whether corporate pension funds will enter the home mortgage 
market in volume. If we look at the figures for corporate pension 
funds in the table, it is clear that they are one of the fastest growing 
sources of capital funds, with practically all of their money going into 
corporate bonds and stocks. If it is true that the continued trend is 
toward internal financing by corporations, it seems that the pension funds 
will be obliged to divert some of their rising funds into residential 
mortgages. Moreover, they are likely to move strongly into the expanding 
commercial mortgage field. 


A further glance at the table confirms what everybody knows - that 
the fastest growing source of funds is the savings and loan associations. 
The net increase in their investments rose phenomenally from $2. 1 billion 
in 1950 to $8.3 billion in 1959, and who would be bold enough to say 
that they are slowing down! Their growth alone may go far to assuring 
an adequate supply of residential mortgage financing in the Sixties. 


One use of funds which in the Sixties is likely to absorb a sharply 
rising amount of funds is state and local Government financing. It 
would not be surprising if the net increase in state and local debt by 
1970 were running at a level approaching $10 billion. 


Perhaps just a word should be said about the life insurance com- 
panies as a_ source of capital funds in the Sixties. As you will note, 
their growth in the Fifties was comparatively slow. It would seem 
that if the general price level is held fairly stable during the Sixties, 
there will be a renewed rise in the funds life companies have available 
for investment. Aside from the security provided by life insurance, 
it is an excellent form of investment with the life insurance companies 
on the average now earning 4 percent on their invested funds. 


Slum Clearance and Urban Redevelopment. During the Fifties, 
especially in the latter part, there was much talk about slum clearance 
and urban redevelopment, but the accomplishments were modest. This 
was probably not surprising because of the pronounced trend tothe single- 
family house in suburban areas, as well as the tremendous demand for 
capital funds for all uses which tended to crowd out urban renewal. 
As we move into the Sixties, we shall probably see somewhat fewer 
single-family homes built in the suburbs and more multi-family dwellings 
in the cities. A daily commuter from Connecticut to New York City on 
the New Haven Railroad, for instance, could attest that the urbanand 
suburban sprawl in the New York metropolitan areas is being put toa 
severe test by the broken down railroads. Here is a major rehabilitation 
job for the Sixties, and it seems doubtful that it will be accomplished 
in time to prevent a return to the cities by many unhappy suburbanites. 
It seems likely, therefore, that during the Sixties we shall see a real 
beginning made in the slum clearance and urban renewal field. 





Business Fluctuations in the Sixties. One thing we can be certain 
about in the Sixties is that the growth of our economy will not be smooth 
and uninterrupted. It is inherent in our free market system for fluctuations 
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in general business activity to occur. However, it seems unlikely that 
these fluctuations will be any more serious than they were in the Fifties. 
The strength of demand for goods and services by consumer, by business 
and industry, and by government should insure that recessions will be 
short-lived. Moreover, more effective use of monetary and fiscal policy 
by the Federal Government, and the built-in stabilizers, should help to 
provide growth on a well sustained basis. There does not seem to be 
any possibility of a major depression or even serious recession throughout 
the decade. 


The Movement of Interest Rates in the Sixties. What about the 
behavior of interest rates during the Sixties? Just as was true in the 
Fifties, interest rates in the Sixties will fluctuate in response to changing 
demand for loanable funds, as well as changes in monetary policy. 
However, because of very high demands for capital funds during the Sixties, 
any downward trend of long-term rates seems unlikely. Instead, the 
general level of interest rates will probably fluctuate around the level 
reached in 1959. Due to the likelihood of a better balance between 
demand and supply, there will probably not be a continuation of the 
Pronounced upward trend that occurred in the Fifties provided we can 
avoid further inflationary excesses. This is a big proviso. Inflation 
breeds rising interest rates because it brings about inflated demands 
for capital funds and at the same time discourages saving. 





The Dangers to Our National Economy in This Decade. 





Accordingly, the prospects are favorable for a period of sustained 
economic growth of the United States in the Sixties. There is, however, 
one cloud on the horizon which should be considered in these closing 
remarks, This is the danger that the Federal Government, in an effort 
to promote faster economic growth, will turn to policy measures which 
will bring about a resurgence of inflation. This would be a most unfor- 
tunate development because inflation is the enemy of healthy economic 
growth. 


What evidence is there that the resurgence of inflation in the 
Sixties is a real threat? It is this. There is widespread acceptance 
in the country that an accelerated rate of economic growth in the United 
States is essential in the struggle with Communism. According to estimates 
made by the United States Central Intelligence Agency, theGross National 
Product of Soviet Russia this year will amount to $225 billion and will 
grow at a 6 percent rate compounded to $420 billion in 1970. Although 
this would still leave the Soviet economy considerably below the figure 
of $775 billion which the Gross National Product of the United Statesis 
likely to reach by 1970, the rate at which the Soviet economy is now 
growing is considerably higher than our own growth rate, which as we 
saw was 3.8 percent in the Fifties, 


There is a highly vocal and influential body of opinion in our country 
today which holds that the basic reason the American economy isnot 
growing at a much faster rate is that the volumeof spending by consumers, 
by business and industry, and by various levels of government, has not 
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been great enough to stimulate the economy into all-out production. In 
other words, the national economy could grow at a faster rate, it is 
argued, if the national purchasing power and the rate of spending were 
higher. The reason that national spending is not higher, the argument 
goes, is that the Federal Government has been pursuing a "tight" money 
policy and has been too stingy in its own spending activities. The 
charge is made that the Federal Government has been too concerned 
about preserving the value of the dollar and not concerned nearly enough 
with achieving “full employment" and economic growth. In any event, 
it is argued, restricted Federal spending and "tight money" were not 
the correct measures to combat inflation in recent years because the 
principal cause of inflation was economic power on the part oflabor 
management and the ability to foist higher costs onto the public in the 
form of higher prices. 


There is not time to dissect this argument, but this writer takes 
strong exception to it. The proponents of this general line of argument 
go on to prescribe two steps that the Federal Government should take 
to expand national spending. One of these is that the Federal Reserve 
authorities should pursue a policy of easy credit and should force interest 
rates down to the lowest possible level without incurring a severe rise 
in the general price level. The other step is that the Federal Government 
should sharply increase its expenditures for certain social purposes -- 
health, education, slum clearance and urban renewal, and similar 
programs. This would not have to mean Federal deficits, it is con- 
tended, because a faster growing economy would yield higher tax revenues, 
so that the Federal budget could be held in balance. 


The proponents of this argument admit frankly that this program 
may lead to a renewal of “creeping inflation", but they argue that this 
is a price that must be paid to assure maximum economic growth and 
full employment. It is further argued that should “creeping inflation" 
begin to move at a faster pace, the way to stop it would not be by 
Federal Reserve action to restrict the general availability of credit. 
Rather, it would be by more effective application of antitrust measures; 
selective credit controls in specific areas such as home mortgages, 
and ultimately, if needed, general price ceilings. 


It is this line of thinking, which has powerful support at the present 
time, which presents a serious threat to the otherwise good prospects 
for sustained economic growth in the Sixties. The type of program 
just outlined would most certainly lead to considerably more serious 
inflation than we experienced in the Fifties. It would not give the 
country a faster rate of growth. Actually it would throttle growth for 
the following simple reason. 


The heart of the economic growth process in our kind of market 
economy is the willingness of the American people to save a_ portion 
of their income. Table | shows this well. The growth of industry, 
commerce, housing and many public works has been financed by the 
saving of the American people through such institutions as life insurance 
companies, savings banks, savings and loan associations, pension funds 
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TABLE 1 
Sources and Uses of Funds in the Capital Market, 1948-1959 


(In billions of dollars) 
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and the like. The distressing fact is that inflation destroys the willingness 
of the American people to save. It replaces the willingness to save 
with the urge to speculate. We saw this only too clearly in the great 
bull market in common stocks during 1959. Inflation inevitably produces 
rising interest rates because it inflates capital demand and discourages 
saving. It is no answer that the rise in the general price level will 
be of a "creeping" nature. Once the American people come to expect 
“creeping inflation"’ as a regular thing, "galloping inflation" is bound 
to develop. 


In conclusion, it would seem that the United States has very 
favorable porspects for sustained and substantial economic expansion in 
the Sixties. The danger ahead of us is that the Federal Government, 
in trying to force a faster rate of economic growth, will pursue infla- 
tionary policies and thus destroy the basic source of our growthinour 
economy--the willingness of the people to save and to make their funds 
available for expanding our industrial capacity, our housing, our public 
improvements--the whole gamut of capital goods. The primary requirement 
for faster economic growth in the Sixties is a Government program aimed 
at encouraging a higher rate of saving and private investment spending. 
This is the basic way that America has built her industrial might under 
a free market economy and a democratic political system. 


PRODUCTIVITY AND ECONOMIC GROWTH 
PROBLEMS FACING THE INDIVIDUAL FIRM 
DURING THE DECADE AHEAD 
John P. Malloy* 


The Economic Challenge Facing America 


Since World War II, there has been a restructuring of the political 
and economic forces which influence the lives of everyone onearth. In 
essence, the problems resolve themselves into one fundamental issue. 
Will the American way of life, with its emphasis on individual liberty, 
emerge as the political pattern for the world, or will the forces of to- 
talitarianism spearheaded by world Communism overwhelm liberty and 
individual freedom? In the final analysis, the free enterprise system 
as it is known to Americans today has been, is being, and will be put 
to the ultimate test -- survival. 


An examination of the strategy of those dedicated to the destruction 
of the political system of the free world reveals that an important 
part of the struggle for survival will be fought in the world's economic 
arena. The problem of economic growth assumes ever increasing 
importance until this particular test is met and has been set aside. 
The significance of the problem of economic growth to all Americans, 
and its leaders in particular, at this point in time is well summarized 
in the recent words of Martin Gainsbrugh while addressing a meeting 
of the National Industrial Conference Board: 


I believe it was Toynbee who said that every great civili- 
zation is faced with a challenge to which it either responds 
or disappears. One of the greatest challenges that we as 
a people face now and in the years ahead is a test of our 
ability to maintain a competitive rate of growth. Can we 
do this in our society and still enhance the life, liberty, 
and pursuit of happiness of the individual while elsewhere 
in the world these purposes are subordinated to national- 
ism and military? 


The Correlation Between Wealth and World Leadership: A look at 
world history reinforces the view that economic growth is intimately 
related to the ability of a group of people to forge a culture and sustain 
it in the face of hostile ideology. Indeed, any great nation must be 
able to transform its wealth, through the genius and application of its 
people, into that which is necessary to defend its way of life. History 
further reveals that the efficiency of this transformation process 
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(productivity) is an important measure of the capabilities of the leaders 
of that particular culture. 


The United States, which has rapidly reached a preeminent position 
in world leadership, is a vivid example of the correlation which exists 
between economic growth, political influence and world leadership. In 
the last one hundred years the gross national product has multiplied 
almost eighty times from an estimated $6.2 billion in 1838 to $480 
billion in 1959. The average annual growth rate for the entire period was 
3.7 per cent, a doubling of total output every nineteen years. Simul- 
taneously, America's voice in world affairs has grown apace. Today, 
the United States, with the greatest national wealth and highest standard 
of living, is the present world leader. 


If appropriate economic growth is vital to America's future, it 
might be well to consider those over-all factors which control the long-run 
economic development of any modern nation. Moulton has succinctly 
outlined them as follows: 


The natural resources must be adequate; 

There must be increasing productivity; 

There is a necessity for large-scale enterprise; 

There must be monetary and fiscal stability; 

There must be progressive expansion of mass purchasing power. 


FPP pr 


Relationship Between Growth and Productivity 


It is beyond the scope of this paper to consider the unique im- 
portance of each factor or to study the complex inter - relationships 
which exist between and among all of them in detail. Indeed, some 
individuals might question if these are the key factors which influence 
growth. On one thing all are agreed, however: the startling advances 
made in the level of output in the American economic system are largely 
due to increases in productivity. A recent report by the Twentieth 
Century Fund describing the economic growth of the American economy, 
speaks to this point as follows: 


What, now, are the causes of our great (economic) ad- 
vances? By what methods did we reach our new dimen- 
sions? Certainly high productivity is the key to the entire 
achievement Rising productivity centers around a worker's 
ability to turn out an increasing amount of goods or services 
in an average hour's work. The plan, materials, and 
management supplied by the employer, and the energy, skill 
and spirit of the worker are important in this process. 


The General Concept of Productivity 


The word productivity, which has come into popular use, apparently 
appeared for the first time in an article by Quesney, Head of the School 
of Physiocrats, in 1776. For some time, its meaning was quite vague. 
Littré (1883) provided the definition "faculty to produce" which is still 
to be found in the Larousse etymological dictionary (1946-1949). During 
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the twentieth century economists began to attacha more precise meaning 
to the word. They used it to express the relationship between product 
and the factors involved in its production. In its widest sense, productivity 
is the measurement of the economic soundness of the means. In a more 
specific context it may be defined as production per some factor unit. 
Productivity in essence, then, is a term used to symbolize a concept 
developed to help explain the relative efficiency of the efforts of a group 
of people as they interact with things to create new wealth. 


In the free enterprise system, certain people contribute capital 
which they, or their benefactors, have accumulated over time; others, 
labor, contribute their day-to-day work effort. This labor can be in 
the form of "direct'’' or "indirect" labor, supervision effort, creative 
talent or entrepreneurship. These relationships can be expressed in the 
following equation: 


Production Output 
Capital Inputs and Labor Inputs 





Productivity 


This economic concept provides a rather simple and straightforward 
statement of what productivity is. Unfortunately, when one attempts to 
measure it, at some point in time, or attempts to explain why the rate of 
productivity is what it is in some work context, he finds himself involved 
with a complex and volatile concept. This general economic concept 
of productivity, therefore, should be distinguished from the production 
efficiency concept: 


Standard Performance 
Actual Performance 





Productivity = 


The latter is often used by industrial engineers, accountants, and 
businessmen, and confusion regarding the term productivity is not un- 
common, It is also important to distinguish between various subconcepts 
in an economic sense, for example: 


Productivity of Direct Labor = — Output 
Direct Labor Input 





Output 
K.W.H. Input 





Productivity of Electrical Energy = 


Certainly a review of the literature substantiates the fact of con- 
ceptual confusion, for studies dealing with economic growth, productivity, 
collective bargaining, long-range economic planning, and some other 
pertinent fields, yield numerous confusing and seemingly contradictory 
statistics. Economists from different schools of thought, or different 
political camps, draw very different conclusions from the same basic 
data concerning productivity rates, their trend, and their significance 
to the growth of an industry, economy, or nation. Individuals at the 
collective bargaining table voice very different ideas about the meaning 
and the validity of a particular set of figures claimed to measure the 
respective contribution of capital, management, and labor. The cause 
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for this apparent chaos can be traced to two basic reasons -- dishonesty, 
and ignorance. 


The first of these, dishonesty, is an outgrowth, very frankly, of 
the fact that Capital, Management, and Labor all have vested interests 
which each wishes to protect. Therefore, it has not been unusual to 
find zealots, who represented any one of the groups, attempting to enlist 
support through propaganda oriented at playing on the fear, hate, greed, 
or power of those they wished to influence and subvert. The public has 
been bombarded with productivity ratios, facts, and figures which have 
relatively little meaning unless one understands the circumstances sur- 
rounding their compilation and the motivation that lead to their publication. 
Such appeals have only roiled the rational waters and widened the gap 
between the groups who must work together if real increases in productivity 
are to be achieved. Too often, individual gain has been sought at the 
expense of the common good. 


There is still another group which consists of dedicated business 
leaders, honest labor leaders, sincere politicians, and others among 
the general public who have misunderstood the key issues underlying the 
productivity problem. This misunderstanding has resulted because they 
have had hazy notions about the nature of productivity, labor efficiency, 
division of productivity gains, etc. In substance, they have failed to 
understand clearly the inter-relationships of these concepts. The result 
of this incomplete understanding between sincere partners in the American 
economic system has been disagreement on policy and practice rather 
than conflict in basic philosophy and ideology. Unfortunately, this 
difference has not always been understood by foreigners watching America's 
labor-management disputes from afar. Since America is a leader, and 
and others look to our example in the international trade, it seems 
apparent that it behooves each American to achieve firm grasp of the 
concepts and thereby avoid that misunderstanding which at times divides 
the house of free men. For only when greater understanding of the prob- 
lem of productivity and economic growth is achieved can the wasteful 
and unnecessary conflict between the parties involved be replaced by 
intelligent cooperation and greater achievement. Knowledge can truly be 
power in this circumstance. 


Present Productivity Trends in the United States 


Despite America's outstanding long-term rate of economic growth 
and its healthy productivity component, there is good and prudent reason 
to examine carefully the present situation now. Part of the reason for 
this inspection is the relative and dynamic nature of productivity; what 
has been adequate may not be so in the years immediately ahead, 
Secondly, in recent years certain capable business executives, dedicated 
labor leaders, and a segment of interested scholars, have attempted (often 
in vain) to focus the attention of others on the productivity problem and 
its critical importance to the American future. Despite considerable 
apathy, the efforts of those attempting to alert others to the productivity 
problem has begun to bear fruit. Recently, Mill and Factory, in co- 
operation with the Industrial Management Society in Chicago, conducted a 





survey among manufacturing executives and managing engineers. They 
came to the following conclusions: 


Productivity is one of industry's urgent problems. Dis- 
quietingly, our traditional 3% rate of productivity faltered 
in the boom years of '56 and '57--and it was evident that 
productivity grown static could retard the U. S. standard 
of living and weaken industry's resiliency against wage 
hikes and other inflationary upsurges. It could also enfeeble 
our opposition to Russia's announced capture of world mar- 
kets. 


Certain businesses have concentrated on the productivity problem 
with increasing vigor in the years since World War II. The General 
Electric Company stands in the forefront among those corporations which 
have worked diligently and in a practical way to find answers. For 
instance, they have carried on an intensive campaign among their managers, 
labor forces, stockholders, and the public, in an effort to stir interest 
and action. One such example of effort can be found in their 1959 annul 
report wherein they commented: 


Desirable as our current productivity impovements are, 
they are not occurring rapidly enough to continue the 
country's present rate of growth nor to equal the growth 
rates of some industrialized foreign countries. 


In addition to this kind of publicity and public relations effort, 
General Electric has also initiated various programs in several major 
divisions to do that which is necessary to solve the problem in a par- 
ticular way within its own organization. These efforts differ from the 
abortive and quite common cost-cutting programs which characterize 
ninety-nine per cent of the.attempts of American corporations, in that 
General Electric's efforts in this direction were all-out, long-range 
master planned programs. 


It is outside the scope of this work to make definitive statements 
and comparisons about recent and long-term productivity trends in the 
United States and abroad. Suffice to say, however, that the significance 
of the area under study, combined with its very dynamic nature and 
the relativity of its measurement, demands that the alert leader be 
constantly aware of changing trends and the magnitude of such move- 
ment. For life is movement. People and institutions either increase 
or decrease in vigor, influence and vitality. History is replete with 
peoples who rested on the complacent oars of their accomplishment-- 
and resting, drifted into the backwater mists with other dead cultures, 
each of which also paused, declined, decayed, and disappeared forever. 


Productivity at the Firm Level 
With a description of the importance of national economic growth, 


and a better appreciation of the relationship between growth and pro- 
ductivity behind us, it is time to delimit the problem so that we can 
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concentrate on one of its important aspects -- productivity within the 
individual firm. The remainder of this paper, therefore, will be organized 
as follows: 


First, there will be described the widespread prevalence of declining 
productivity in numerous key mature corporations; 


Secondly, the factors which stimulate or retard productivity within 
the firm will be reviewed; 


Thirdly, the profit bonanza available to those firms which solve 
successfully the productivity problems during the decade ahead will be 
described. 


Declining or Static Productivity in the Mature Firm 


It is important at this point to state that, despite the momentum 
of the economy, there are clear signs that a sizeable group of firms, 
many of whom have been bellwether leaders in their industry, are in 
very serious trouble from a productivity point of view. Some of the 
most dramatic evidence of this has been the rather generaltrend observed 
in recent months where more and more firms have reported an increased 
volume of sales but a reduced rate of profit. Earlier, I brought to your 
attention an excerpt from the most recent annual report of the General 
Electric Company. The results of the survey conducted by Mill and 
Factory have been mentioned. Let me quote an editorial from the June 24, 
1960, New York Herald Tribune: 





As recorded in this space two days ago, James Carey, 
head of the International Union of Electrical Workers has 
introduced, without ceremony, the newest and most devastating 
concept of collective bargaining yet conceived, He has de- 
manded flatly that, if output per man hour goes up, wages go 
up by the same amount. He demands that union members 
be given 100 per cent of the results of increased produc- 
tivity. 


It comes on the heels of the greatest search for increased 
productivity in the history of American Industry; it comes 
at a time when hundreds of millions ofdollars have been 
invested in research on ways to boost productivity in order 
l. to pay for the wage increases that have already been 
given, and 2. to maintain prices at levels that can be ac- 
cepted in a highly competitive market. 


We listed, two days ago, the economic and fundamental 
reasons why the Carey concept cannot be considered by 
American industry, though, frankly, it has caused great 
apprehension in the cloistered offices of top corporate of- 
ficials whose policy peregrinations rarely filter down tothe 
street. 
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Mr. Carey's little plan has, in fact, thrown the secret 
corporate world into turmoil. 


Finally, in the same regard, it is illuminating and significant to 
see that within the last month the results of a survey ofnational business 
leaders was published in the Milwaukee Journal. The primary purpose 
of this opinion survey was to establish what these key leaders felt was 
the most critical important business problem now facing them. This 
group of key executives were convinced that the crucial problems were 
reduced profit margins and increased foreign competition. It is inter- 
esting to note that they no longer believed the danger of inflation was 
their primary concern. 





Let me adda personal observation in support of this evidence. In 
recent years I have had the great pleasure of working with a group of 
executives from three major nationally known firms as each company 
attacked problems of static productivity with massive long-range programs 
designed to overhaul the manufacturing function. These firms included 
Bucyrus-Erie Company, the world's largest manufacturer of excavating 
equipment; Harley-Davidson Motorcycle Company, the world's largest 
manufacturer of motorcycles; and the Large Motor and Generator De- 
partment of General Electric, the world's largest manufacturer of that 
type equipment. In addition, I have been and am in communication with 
friends and acquaintances struggling with this problem in the Harnisch- 
feger Corporation, the Steam Turbine Department of General Electric 
Company, the Allis Chalmers Manufacturing Company, the Fairbanks- 
Morse Corporation, and the Marion Power Shovel Company. In every 
firm cited, this problem has been or is receiving high priority by top 
management. For some of these firms this is a life and death struggle, 
the magnitude and importance of which are still incompletely understood 
by the majority of workers, managers, and stockholders. 


Finally, allow me to note that all of my research and that of my 
graduate students is oriented around the productivity problem and solu- 
tions to it. Frankly, | am amazed at the magnitude and the widespread 
prevalence of the problem. I am even more amazed at the ignorance 
and the complacency exhibited by managements affected with this pro- 
duction malignancy, one which never solves itself or "goes away." 


Further Insights Into This Corporate Malignancy: There are numerous 
signs which indicate that this cancer is present in a firm. Chiefamong them 
are included a decline in sales, an increase in sales but reduced rate of 
profit, highly negative thinking -- the "we can't help it" attitude, the defen- 
sive attitude characterized by: -- “high price but high quality, ours is 
a unique industry," "it will work in other industries and companies but 
not here," "we are different."" Over a hundred such symptoms can be 
enumerated, each of which points to deeper causes. 








Causes for Productivity ae When viewing the task of isolating 
the causes for this corporate ss, I will confine my point of view to 
the mature firm. The reason is perhaps obvious: it is only mature 
firms which are plagued most by this cancer; other firms have succumbed 
to other business ills in their youth or adolescence. 








The high production level of the War and post-War years, the easy 
habits bred by cost-plus contracts, and inadequate competition were factors 
which contributed to the development of today's productivity problems. 
The attitude of the labor forceand organized labor's reluctance to accept 
drastic changes in work methods and equipment innovation must be 
mentioned. Improperly managed wage incentive programs and manage- 
ment's reluctance to take aggressive stands when certain of their rights 
were threatened by militant unions are also part of the story. In any 
event, the various causes can be organized under four major headings: 


1. First, top managements either fail to identify the real problems 
facing them; or they improperly master-plan a solution; or they fail to 
execute their master plan. 


2. Labor and unions dominate weak managements’ who live for 
today rather than tomorrow. 


3. Corporations fail to keep abreast of technological innovations 
peculiar to their industry; e.g., inadequate tools, facilities, systems, 
techniques, and controls. 


4. The supervisory and work forces are improperly selected, moti- 
vated, developed, communicated with, compensated or protected. 


In the final analysis, however, the answer for declining produc- 
tivity resides in only one place: inadequate management, weak corporate 
leadership, and poor industrial statesmanship. Incidentally, I believe 
someone might properly challenge this point of view by observing that 
I have not placed a proper portion of the burden on certain labor leaders 
and their unions in so far as their behavior has contributed to reduced 
productivity through slow-down, costly strikes, resistence to changes, 
etc. I am not absolving them. They must be judged and criticized 
accordingly. Yet the task of management is to lead -- if they fail this 
test they must be the first to pay the price of their inadequate effort. 


A Specific Example of Reduced Productivity 


Figure I is a vivid "X-Ray" of productivity malignancy eating at the 
wage structure of a heavy equipment manufacturer which, in a relative 
sense, has been and should be regarded as one of the best managed 
corporations in the world. 


A word of explanation about this exhibit. Job evaluation ratings of 
the various bargaining workers' jobs can be found along the bottom of this 
graph. Along the left hand side of the figure, one finds the actual wages 
paid to the members of the bargaining unit. The straight dotted line 
charts the anticipated earnings curve agreed to by management after 
both analysis and collective bargaining. If a man, therefore, has a job 
rated at 270 points, it is anticipated that he will draw approximately $2.75 
per hour. Actually, one or several workers with the same rating were 
earning as much as $4.75 per hour. In this situation an incentive plan, 
inadequately conceived, improperly controlled, and wrongly managed has 
reached an advanced state of degeneration. The wide deviation between 
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FIGURE I 
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expected labor cost and actual cost indicates mismanagement. This means 

loss of control, the inadequacy of management philosophy, policy, prac- 

tice, systems, techniques, out-of-line management cost, and eventual 

loss of competitive position, and all this with a highly engineered and 

complicated product made with the most modern machine tools and 
| physical facilities in the world. 


This particular exhibit was included as part of an address made 
by Joseph Surmacz, a prominent Milwaukee manufacturing executive, 
when he made the keynote address before the National Production En- 
gineering Conference of the American Society of Mechanical Engineers on 
May 17, 1960. Mr. Surmacz accurately described the behind - the - scene 
behavior of executives and managers at all levels in the firm where such 
a situation exists as follows: 


This display of actual to anticipated earnings is typical for 


our stated situation. It is a most revealing diagnostic 
symptom chart ofthe advanced stage of degeneration. Equity 
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disappeared, respect-creating control is nil with damage to 
esprit de corps; the finger pointing accusations postures are 
everywhere; numbing helplessness has set in; a tremendous 
challenge and boot-strap pull-up reckoning is upon us all. 
Surveys are made couched to accuse the other fellow. Pro- 
jects are launched piecemeal and fall to pieces. Each seg- 
ment of the organization poses the favorite stance of futility. 
“Why can't something be done about it?'' ‘Someone ought to 
do something." Traumatic! Dramatic! All lead lives of 
quiet frustration. 


At this point it is appropriate to enumerate the factors which are 
responsible for stimulating or retarding productivity within an enterprise. 
They are: 


1. The philosophy of the firm; 

2. The capability, organization and the utilization ofthe human re- 
sources of the enterprise; 

The systems, techniques, and controls operating within the firm. 

Labor-management relations; 

The availability and application of the capital resources of the 
firm. 


> 


The Philosophy of the Firm: If I were to cite any one of these which is 
most critical, there would be no doubt in my mind that it would be the 
first -- the philosophy of the firm. The strengths and limitations of all 
of a firm's policies and practices, the kind of people it will attract and 
retain, the extent of the employees' dedication, the nature of their loyalty, 
their capacity for self-sacrifice, and the price eachoneis willing to pay 
to advance the interests of the organization as a whole are all directly 
related to the adequacy of the firm's philosophy. 








Unfortunately, it has been only recently that the significance of 
philosophy on business operation has begun to be popularly appreciated. 
It is only in very recent years, perhaps since World War II, that one 
can regularly find articles in business periodicals which discussed the 
impact of managerial philosophy on corporate profit. Yet, if one looks 
back through history, any institution which has been successful over 
long periods of time has had a powerful, well-defined philosophy which 
has bound its followers together. The examples are numerous, but 
two which stand out are Christ and Christianity, and Marx and Commu- 
nism. It is interesting to observe that the basic reason why the 
Communist World and the Free World are locked in a total death struggle 
is that at the heart of the philosophy of each there exists a basic tenet 
which makes one incompatible with the other. This tenet is the belief 
in a Supreme Being by one and the denial of that Being by the other. 
From that notion there flow the thinking, the policy, the practice, and 
ethic which guide the behavior of all committed to one ideology or the 
other. 


Moving from the international scene to the national level, it is 
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apparent that there is strong evidence that in recent years larger and 
larger groups of people have recognized that America's national philo- 
sophy and ideology have to be more completely understood by its people. 
It is this fact that has given impetus to the increased effort to define the 
American Purpose, to create an American Ideological Image which can be 
exported abroad in an attempt to enlist the uncommitted nations to the 
American cause. 


Now this same current of thought is also being felt at the level 
of the individual firm. Certainly, if management by its action fails to 
provide a deep purpose with which its employees can identify and if 
management believes it can buy people, it will find, as it has in the past, 
that it has only hired prostitutes. The basis for loyalty, for self-denial, 
for sacrifice, for great effort, for great productivity, lies in a basic 
management philosophy which enlists the energy and the imagination of 
workers at all levels. 


Management, however, must be willing to pay the total price for 
such behavior from its employees. Incidentally, I am firmly and totally 
convinced that to this point in time most managements prefer to keep 
themselves disengaged from the kind of total responsibility which they 
have to assume if they want total cooperation. 








In essence, a corporation which seeks to tap the deepest well- 
springs of motivation, belief and loyalty must have a clearly defined, 
powerful philosophy from which there can flow that which is necessary 
in policy directives to enable the firm to grow into a dynamic, powerful 
economic organism. 


Traditionally, typically, and tragically, corporations have used a 
highly pragmatic approach in the development of their key policies. They 
have often resorted to the application of "practical" and "common sense” 
to policy formation -- "Eat, drink and be merry for tomorrow we may 
die."' Unfortunately, this opportunistic approach camouflages the fact 
that the firm has no sense of destiny; no well-thought-through mission 
which typifies the great human societies that have endured over time. 


Two notable exceptions can be mentioned -- Generai Electric and 
Lincoln Electric. Both of these highly successful corporations have felt 
the philosophical impact of two far-sighted and deeply dedicated men -- 
Ralph Cordiner and James Lincoln. Both have formulated their thinking 
in considerable detail and then implemented it by administrative action. 
Lincoln's philosophy can be found in his book, Incentive Management; 
Cordiner's to a more limited extent in a series of lectures published 
under the title, New Horizons for Professional Managers. 








The Human Resources: Second in importance as a stimulator or retarder 
of growth are the quality, organization, and utilization of the people of 
the enterprise. It seems almost needless to dwell on this point because 
it is so basic and obvious. Significant and impressive strides have been 
made in this area in recent years. American industry has been and 
is moving in the right direction in this regard. Yet despite this, the. 
most overwhelming insight that a psychologist achieves after intensive 











contact with industry is that, although much is said about the importance 
of outstanding people, in their selection, development, compensation, 
and motivation, many firms actually still tend to give lip service to 
this axiom rather than to make a scientific investigation of their own 
situation in this regard. 


The true tragedy is that the American business man has not tied 
together in his own thinking the fact that the firm's philosophy must 
guide the leader's thinking (and policy formation) in matters regarding 
the selection of the firm's human resources, their motivation, compen- 
sation, development, communication, control, and protection. Until 
this notion is better understood, vast sums of money will continue to 
be spent and wasted on non- integrated human resource programs. In 
the final analysis, a capable, mature person dedicates himself to a goal, 
to a group, or to an ideal only if he first knows and understands that 
to which he is dedicating himself. 


Systems, Techniques and Controls: The workof F. W. Taylor, the Gilbreths, 
and other pioneers of the Scientific Management movement did much to 
place America at the pinnacle of world economic leadership. The last 
thirty-five years have seen the development of complex production control 
systems, work measurement systems, method and process engineering 
programs, the design and application of ingenuous machine tools, highly 
efficient material handling systems, the application of electronic data 
processing systems to timekeeping, to inventory control, to factory cost 
performance reporting, to new product design and reliability engineering, 
and to quality control techniques. In this area America pioneered and 
still excels. On the other hand, Japan, West Germany, the U.S.S.R. and 
the management engineers of other nations are beginning to challengeus 
as never before. 





I am not concerned with this challenge during the decade ahead. 
Rather, there are two other key problems related to this area which 
do concern me. First, America has beenand is "gimmick" minded. 
Too often the American business man wants to buy a technical system or 
mechanical contrivence which will solve a problem that resides not in a 
thing but in the firm's philosophy, in its people, their capability, their 
motivation or their development. A prime example is the psychological 
testing fad of recent years. Executives wanter better men. They were 
given better men. Yet many companies failed to realize that the intro- 
duction of more capable talentalways means that a climate must be developed 
whereby the more capable man is provided an opportunity to exercise his 
larger ability -- to make a more significant contribution. The result of 
the installation of an outstanding selection can thereby actually hurt the 
enterprise unless top management is prepared to do all the things neces- 
sary to take advantage of the benefits of an improved manpower selection 
system. On the other hand, the scientific recruitment and selection of 
men with great potential can help the outstanding chief executive literally 
remake an enterprise in a relatively short time. 


Secondly, as new and increasingly complex systems, techniques, 


and controls are installed, the leaders of the firm often fail to under- 
stand the strength and limitations of the new approach. The way of 
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life of the total enterprise, including its rate of profit, is often changed 
without an ample awareness by the leaders of the true ramifications of 
their actions, Old and well trusted financial ratios, material quantities, 
time factors, cost estimates, and other guide lines are often made obso- 
lete by virtue of the new system before responsible leaders have developed 
new necessary conscious and unconscious "rules of thumb” to help them 
in decision-making. The result is wasted capital resources, and reduction 
in the effectiveness of the human resources through their fear, anxiety, 
tension because of improperly applied effort that accompanies the ad- 
justment of the enterprise to the new system or control.The consternation 
in the mind of today's working people caused by the word “automation” 
gives evidence of this fact. Rather than being seen as a blessing, 
automation is already being viewed as a curse by the unsophisticated. 


Let me close my consideration of systems, techniques, and con- 
trols with this thought. Although there can be no substitute fora great 
chief executive, a powerful philosopher, or capable people, wage incentive 
plans when combined with effective work measurement and job evaluation 
programs, can serve as powerful stimulators to the improvement of 
productivity enabling the firm and the worker to reap rich profits. 
It is quite possible, and indeed the usual thing, for a corporation towant 
to be fair and honest in dealing with its employees while at the same 
time defeating itself because of the inadequate application of certain 
techniques in its industrial relations and industrial engineering functions. 


Labor Management Relations and the Application of Capital Resources: 
This group is fortunate in that several outstanding experts from the 
fields of labor and finance have already dealt with these facets of the 
productivity problem in this series of lectures. These two areas, there- 
fore, will not be explored in depth this evening. 





Allow me to make one observation. Capital and Labor must learn 
to live and function together, must really cooperate. If the gap between 
these two widens instead of narrowing in the decade ahead, the strong 
possibility looms that history will prove Marx correct with reference to 
his idea that a basic conflict exists between capital and labor. This 
is not to say that Marx necessarily was correct in his theory. Rather, 
what is meant here is that if Capital and Labor in the United States 
waste their talents and resources fighting each other, a united Commu- 
nist World will find it easier to win the global economic war to which 
we are now committed, thereby isolating the United States until it will 
be, in Khrushchev's words, "ripe for the picking." 


The stumbling block which always appearsin any labor-management 
discussion revolves around the splitting of the "melon." That is, argument 
regularly ensues when an attempt is made to distribute the increased profit 
which results from increased productivity. To this point in time no 
rational scheme in the form of a truly valid wage theory has yet been 
devised which can guide the thinking of sincere parties to this dispute. 
Until such a theory is formulated, patience, understanding,experimentation, 
and honesty will have to guide the policy and practice of management and 
labor in this regard. 
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The writer has a deep abiding confidence in the American people 
and this way of life at this point in our culture's life cycle. I believe, 
therefore, that during the next decade the Communist threat will be 
contained with a resulting stalemate between the East and West. On the 
other hand, I do not see any rapid disintegration in World Communism 
comparable to what happened to Hitler's Germany. I believe that World 
Communism will eventually suffer its own "Reformation, '' The possibility 
exists that Red China and U.S.S.R. may be the adversaries in such an 
internal struggle. The Westcannot wait idly for this happy day, however; 
the stakes are far too high. Certainly, there is good evidence that the 
Communists have built their philosophical structure efficiently and ration- 
ally. One should not expect it to collapse easily or quickly. 


Let us set aside for the moment the very big picture and concen- 
trate on the opportunities which will be available to the alert firm with 
dynamic leadership. The potential profit bonanza available to forward 
thinking leaders is difficult to conceive tothe uninitiated and the unbeliever. 
Some little insight into the almost fantastic opportunities available to every 
enterprise can be better appreciated by examining the following observa- 
tions of James Lincoln when he speaks to this pointin his book, Incentive 


Management : 


The obvious question is: how farcan this progress be carried 
and what should be the goal that is sought from such progress? 
No one can know how far man can develop his latent abi- 
lities. It is obvious that the Creator in giving to man such 
abilities expected them to be used. Therefore, the ultimate 
goal will always be a challenge to any man, nomatter how far 
he goes in his development. 


Even under present limited development resulting from 
present incentives, more than four times previous produc- 
tion is easily obtained. This comes from increased skill, 
increased imagination and elimination of overhead and waste, 
the necessity for which is past, because of the new atti- 
tude of all. 


Not an Isolated Case: In effect, Lincoln's results are but commensurate 
with F. W. Taylor’s work at Bethlehem Steel in the 1920's. There, 
after three and one-half years of effort, Taylor was able to do the same 
amount of work with 140 men that previously demanded between 400 and 
600. Simultaneously, he reduced the cost of handling material from 7 
to 8 cents per ton to 3 to 4 cents per ton. 


The history of the efforts of Henry Ford is another case in point, 
Ford reduced the price of the Model T Ford car from $900.00 in 1914 
to $290.00 in later years. The car was the same even though the cost 
of raw materials rose. Wages increased three hundred percent, yet 
the great reduction was made with an increased profit. 


With such opportunities available the question immediately arises, 


“why doesn't management do that which is necessary to achieve such 
startling gains?" The answer, of course, lies in the nature of man. He 
is, by nature, resistant to change; he is inclined to make radical change 
only when forced. The following observation, again by Lincoln, may 
clarify this point: 


The matter can be summed up in this way. Failure of in- 
centive management stems from the wage earner's lack of 
trust in top management's honesty, ability and understanding. 
The worker is accustomed to these lacks in the usual in- 
dustrial operation. Incentive management isnot customary 
operation, however; the manager who expects to succeed in 
this new departure from custom must recognize wholly 
the new environment and atmosphere into which he and all 
those in operation will be advancing. This is a challenge 
and a great opportunity. It will require new thinking, how- 
ever; management will, of necessity have to take the lead 
here as in all other programs. That is what management 
is for. It cannot justify itself otherwise. 
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FUTURE PROSPECTS IN THE 
WORLD OF FINANCE 


Jacobus Kruyne* 


As we enter a new decade, it is but natural for the human mind to 
attempt to understand the unknown. Man has done this since earliest 
times and presumably will continue to do so for limitless time to come. 
Let me assure you that I am no different. I, too, shall attempt to explain 
one part of this unknown -- specifically the financial future of the United 
States in the years to come. 


My remarks will be divided in three parts: those problems which 
we may regard as strictly of a domestic nature; those which we, as 
one of the major powers of the free world, have to face in the inter- 
national field; and third, an attempt to bring these two sections together. 


In taking up the first part, that is, the strictly domestic sector, 
I would seem, at least subjectively, to be at a considerable disadvantage; 
my remarks are made at a time when both aspirants for the highest 
political office in our country are in the home stretch of campaigning 
and for political consumption are offering, under high-sounding names, 
panaceas for every conceivable and inconceivable economic ill which we 
may have, or may imagine we have, or may talk ourselves into having. 
While the objects selected for special attention may differ, the fact 
remains that the results of The New Frontier, The Bold Approach and 
other euphonious terms, all have one thing in common: a drain on the 
Federal Treasury, which can only be replenished with taxpayer's money. 
Accepting the fact that these are political slogans, myths, and fancies, 
etc., and remembering that campaign promises are not negotiable, we 
still have some indication of what is in store, or at least of the direction 
in which attempts are to be made by either incoming administration. 


The decade just ended, and which we must use to look into the 
future, should, of course, be regarded as a continuation of the 1920's. 
This somewhat discredited decade, ending in the most dismal and pro- 
tracted depression this country ever witnessed had, however, most of 
the basic characteristics of the 1950's. Fundamentally, it was the first 
time that society absorbed the products, as well as the consequences 
of durable consumers’ goods. There was a considerable increase of a 
new middle class. Farm population decreased; semi-skilled workers 
increased rapidly, while professional and office workers more than 


* Mr. Kruyne was formerly an active member of the banking profession 
in Milwaukee, Wisconsin, and isnow Assistant Professor of Economics, 
Marquette University. This article was presented during the series, 
"The Challenges of the ‘Sixties," sponsored by the Division of Con- 
tinuing Education of Marquette University 





tripled. The era of mass consumption had begun. Not only did urban 
population increase rapidly, but also suburban population. Professor 
Rostow of Harvard quotes the following population increases for the 1920's: 


Over-all population 16% 
Urban center population 22% 
Suburban area population 44, 


S. Fabricant, in "The Output of Manufacturing Industries - 1899-1937," 
arrays some of the increases in physical output in the United States in 
the following order: 


Automobiles - 180. 100% 
Cigarettes, Petroleum, Milk, Beet Sugar - over 100% 
Cement, Canned Fruits and Vegetables - a little wider 100% 


The great depression stalled this expansion for a while. It would 
take us too far afield to go into its basic causes; the onset of the 
depression, however, was a perfectly normal cyclical downturn. The 
depression went abnormally deep because when, ina monetary economy, 
the institution of credit breaks down, it brings the cycle at each stage 
of collapse to a lower point, through its effect on income, confidence 
and expectations. 


With 17 per cent unemployment on the eve of the Second World 
War, net disposable income was not sufficient to reactivate the leading 
sectors of the economy. The leading factors of the current American 
high consumption economy are the automobile, suburban home building 
and other consumers’ durables, all needing full employment and high 
disposable income. In the earlier historical stages of the American 
economy, continued growth depended upon the continued extension of 
railroads and cost-reducing industrial processes, in which capital 
investment could be judged profitable at a reasonably low consumers’ 
demand schedule. As a consequence of the Second World War, andthe 
substantial institutional changes which followed, the interrupted durable 
consumers’ goods boom took off again in 1946 and has_ but slightly 
abated. The tremendous increase in savings during World War Ilwith 
the subsequent increase of consumers debt, provided the purchasing 
power. Automobiles, housing, electrical gadgets, deep-freezers, air 
conditioners were vieing for the consumers’ dollar. With the Federal 
Reserve-Treasury accord of March, 1951, the Central Bank's hand in 
controlling inflation was freed and the apparent demand-pull inflation 
was brought under control. 


A phenomenon of the early war years was the steep rise in the 
birth rate, ascribed at that time to the resumption of full employment 
and early wartime marriages. In the post war years, however, the 
birthrate moved up again and stayed around 25 per thousand. This, 
of course, has produced a considerable increase in population; in 1946, 
the population for 1990 was estimated at 165 million, whereas more 
recent figures, based on present trends, give a figure of 240 million by 
1980. Moreover, the age-structure pattern, as well as that of family 
formation, has changed. The "dependancy ratio" --the relation between - 
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the working force and those outside the working force, as calculated 
by Conrad and Irene Traebur, has moved up substantially, to where it 
is expected to be around 98 per 1000 by 1975 as against 84 in 1915. 
All of thes. cts seem to indicate an increased demand for social over- 
head capital .esultirg in considerable expansion of output, which should 
in turn result in a degree of austerity on the level of personal con- 
sumption, To this must be added the increasing cost of the arms race, 
If we take the campaign promises of both candidates as eventually 
culminating in some action, we can look forward to more government 
subsidies for slum clearance, schools, farm products supports, increased 
social security, medical care for the aged, etc. In view of the increase 
in the under-22 years and over-65 years groups, the former consisting 
of the non-saving and the latter the dissaving elements of the population, 
the category of the 22 to 65 year olds will have to carry the burden of 
taxation with a depressing effect on net disposable income. An economy 
such as ours, which is dedicated and structurally geared to a high-con- 
sumption way of life, which is committed to a rapidly enlarging popu- 
lation with more old people and more young people to be supported by 
the working force, must use all its resources fully and productively. 
The problem becomes one of allocation, of scarcity; and with it comes 
the attempt to meet the troubles so created with inflation. 


So far, we have discussed purely the domestic economy free from 
the impact, both political as well as economic, of the international 
family of nations. The history of power politics before World War Il 
should be all too familiar. The power vacuum before World War I 
created by the slow delay and collapse of the old Austrian-Hungarian 
Empire, found too many of the newly industrialized nations willing to 
step in, particularly Germany and Russia with Japan temporarily on 
Germany's side. The consequences of the peace of Versailles, together 
with the resurgences of Nationalism, and the withdrawal of America 
from the Community of Nations, created a lopsided power position. In 
the absence of a balance of power, the Pan-Germanic League used the 
Hitler Movement to accomplish what it had attempted but failed to do in 
1914. Usually we refer to this as the struggle for the Eurasian Power 
Balance. We could spend considerable time on this subject, but the 
story is familiar and, temporarily, the Pan - Slavic Movement in the form 
of Communistic Russia has gained the upperhand. 


Unquestionably, at some time after World War Il, from which 
Russia had emerged as a great power, Stalin could have accepted the 
concept of the Big Three. He had the choice between turning the 
industrial capacity of his country toward reconstruction and the welfare 
of the Russian people or taking the road toward continued rearmament 
at the expense of a consumers’ durable goods economy. Why did Stalin 
decide not to turn to domestic welfare as a primary goal? If one con- 
siders the peculiar imperatives of Communist ideology, its domestic 
policy and reactive nationalism, particularly strong amongst the Russian 
— and represented by the concept of Mother Russia, the answer is 

ear, 


Russia reached the end of World War I a defeated nation, its capital 
equipment antiquated or in shambles, its channels to the international 
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capital markets closed. Out of privation, slave labor, and so forth, 
it has created production equipment and social overhead capital. For 
forty years, the nation has been indoctrinated with the belief that the 
external world is implacably hostile and must ultimately be conquered, 
justifying secret policy control and extraordinarily high allocations to 
investment and military purposes. At the same time, the Soviet 
Government is committed to strive for a world hegemony for Communism. 
In fact, ever since the November Revolution, this has been accepted 
operationally as an effort to maximize the effective powers exercised 
from Moscow, rather than simply an ideological doctrine. Therefore, 
ever since World War II, wherever resurgent nationalism has created 
power vacuums Moscow has exploited them adroitly. The colonies of 
the major powers, cut off from the high capital formation economies 
of the mother countries and with an intense desire for higher living 
standards, have found themselves in both economic and political turmoil. 
Even if per capita real income in most of Asia can be boosted by 2 per 
cent a year, by the year 2000 it may reach a level equivalent to what $200 
will now buy in America. The inadequacy of an international foreign 
investment market to aid development presents a real problem. Social 
unrest and unstable political governments prevent priv’te capital from 
investing in these areas. The need for social overhead, capital for 
development of natural resources, for the manufacture of producers’ 
goods is fantastic, and prevents the development of a consumers’ economy 


What, then, are the challenges we are faced with? Within our own 
domestic economy we can foresee a substantial rise in the non-saving 
population, under 22 years of age, and in the dis-saving population, 
over 65 years of age. These groups will demand increased educational 
facilities, government supported slum clearances, housing for under- 
privileged, increased social security, old age pensions, medical benefits. 
At present, non-defense outlays in the Federal Budget have sky-rocketed 
since 1955, from some $24 billion to an estimated $35.5 billion in the 
current fiscal year. The increases have been largely in labor and 
welfare, commerce and housing, agriculture, and, of course, interest 
on the national debt. Defense outlays have risen on the average of 
nearly $1 billion since 1955, and account for about $46 billion a year. 
We hear a great deal about disarmament conferences, but because of 
the peculiarity of the Communistic mind, it seems hardly probable that 
defense expenditure will or can be leveled off. It is my opinion and 
belief that it should be increased, but not because statistically the Soviet 
Union allots a larger percentage of its Gross National Product to its 
military establishment. It is generally accepted that, in real terms, 
the American effort is equivalent to the Soviet. The Russians, however, 
concentrate their best scientific talents on new weapons systems, and 
a lead in missiles sufficiently large to knock outwestern retaliatory power 
at a blow would be disastrous. The possibility that Russia can effec- 
tively counter American air and naval strength with its missile threat 
and bring to bear its superior ground forces in Europe is too great a 
risk to run, 


We see, thus, that the demands on the Treasury must increase 


at an even faster clip than over the last decade. Against these pros- 
pects of rising Government expenditures, the growth of the Treasury 
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receipts is likely to be retarded. In even a moderate cyclical downturn, 
corporate income taxes have not kept pace with the growth of the economy. 
With congressional reluctance to raise taxes and indeed with pressure 
to reduce them, the government is faced with a chronic deficit. This is 
brought out by the figures quoted by Dr. Reierson of the Bankers Trust 
Company of New York, on the Budget Basis: 


In the Recession years of 1949, annual average 
1954, 1958 deficit per year -- 2.6 
In the Recovery years of 1950, annual average 
1955, 1959 deficit per year -- 6.6 
In the years of good business, annual average 
1947, 1948, 1956, 1957, 1960 surplus per year-- 2.7 


We may well expect that even without further deterioration of the inter- 
national situation, the gap may widen. This, of course, means continued 
trips of the Treasury to the money market. Sound debt management 
under those conditions is imperative, for a debt management policy 
designed to implement flexible, counter-cyclical credit policy requires 
the sale of long-term Treasury obligations for new money in periods 
of active and rising business in order to absorb savings and curb 
excessive expansion of private investment. Unfortunately, the record since 
World War II is far from encouraging. Part of it can be attributed to 
lack of investors' demand, as the Treasury is competing in the money 
market with corporate borrowers, state and local governments, home 
owners. Institutional investors, mutual savings banks, corporate pension 
funds have lightened their government portfolios in favor of more attrac- 
tive yields. Commercial banks have shortened their maturities to 
achieve a more appropriate maturity distribution in relation to their 
operations. Also, the 4-1/4 per cent interest ceiling has been a restraint 
on the extension of debt maturities, At the end of August, 1960, we 
have the unpleasant picture that of the $186 billion of marketable debt, 
39 per cent matures within 12 months and 77 per cent of the total debt 
within 5 years. We are, thus, faced with a highly inflationary base. 
In order to reduce these hazards, the Treasury needs to compete more 
vigorously for current savings by placing coupon rates of new long-term 
securities during prosperous times well above the 4-1/4 per cent ceiling 
rate. That the Treasury can attract long-term investors on this basis 
was proven by the "Magic Fives" in 1959. There is little hope in the 
political outlook at present that this may be accomplished. Certainly it 
will be possible in future down-cycles, as in the past, to place long-term 
obligations; this, however, is essentially inconsistent witha counter-cyclical 
credit policy, for at such times we need to promote liquidity. 


Within recent years, not only has the economic damage sustained 
by countries of Western Europe and Japan been recouped but substantial 
and sound forward strikes have been made, and at present the mone- 
tary reserves of most of these countries are quite sufficient. This 
rebuilding of foreign gold reserves has been achieved largely at the 
expense of the United States gold stock. Since 1958, some $4 billion 
of gold decline has taken place to where the present gold stock is 
slightly under $19 billion. We still hold somewhere between 44 and 
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45 per cent of the world's free gold, which is far more than any other 
country and far more than we need, The disturbing fact of the outflow, 
however, lies in the deterioration of the balance of the international 
payments. While our exports exceed our imports (for the year ended 
June 30, 1960, exports were $25,396,000 and imports $23,871,000}, the 
difficulty lies in the substantial outflow of private funds and of Govern- 
ment grants and credits ( total U. S. payments as of June 30, 1960, 
$30, 140,000; total receipts, $26, 907,000). Moreover, the gap is widening: 
in 1957 payments were $28,033,000, receipts $27,753,000; in 1958, 
payments were $27,750,000, receipts $23,893,000; in 1959 payments 
were $29, 634,000, receipts $25,025,000. While United States corpora- 
tions continue to be plagued by rising costs which are not offset by 
productivity increases and which, as a consequence, eat into profit margins 
Western European and Japanese producers have expanded their capacity 
and increased their efficiency, so that wage increases have been offset 
by increased productivity. 


The stability of the dollar has been questioned repeatedly in the 
major money markets of the world, So far, these rumors have been 
unfounded; however, we must accept that some skepticism concerning 
the dollar is not misplaced, in that our economic trends and policies 
are still largely weighted in favor of inflation. Wage increases which 
continue to outpace productivity increases, continued pressures for more 
Government spending and lower interest rates, the chaos and uncertainty 
in the recently formed nations, the fact that the United States as the 
major international power of the free world has undertaken the largest 
portion of aid to the underdeveloped countries, all contributed to the possi- 
bilities of the ultimate devaluation of the dollar. The alternatives, of 
course, are likely to be unpopular: coming to grips with continually rising 
labor costs in excess of productivity, competitive pricing, and credit, 
fiscal and debt policies coordinated toward price stability. These are 
politically unpalatable. : 


On the brighter side, many sources of inflationary pressures 
have disappeared: deferred demand has been filled, the excessive 
liquidity at the end of World War II has been drawn down, the shortage 
of materials and productive facilities has been overcome. In the realm 
of credit policy, the budget, and debt management, however, and also 
in the international field inflationary pressures have gained impetus, 
While the accord of 1951 did much to strengthen the hand of credit policy, 
the increase in money substitutes and the rising velocity of money have 
vitiated the results of credit policy. In addition, we are now also facing 
a balance of payment problem. With debt management becoming even 
more troublesome, and if matters in fiscal and monetary areas are 
permitted to drift, substantial inflation is the result. This, however, 
is not inevitable. Unfortunately, the crucial decisions are largely poli- 
tical rather than economic in that they pertain mainly to government 
spending, taxation, Treasury debt management, and the scope of action 
permitted the Federal Reserve. 


The founding fathers envisioned the uniting of the 13 colonies into 


a nation dedicated to the dignity of the individual. Presently, there are . 
forces loose in the world which are attempting to destroy the ideology 
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upon which this country was founded, upon which it became mighty. 
While there is considerable erudite economic reasoning that public debt 
can be transferred to future generations, the real burden of debt must, 
nevertheless, always be considered as the total amount of private 
consumption goods given up by the community at the time the borrowed 
money is spent, in other words, by the generation at the time the 
borrowing occurs. As Professor Samuelson puts it: "To fight a war 
now, we must hurl present day munitions at the enemy, not dollar bills, 
and not future goods and services.” And, if we are to maintain our 
freedom, if we are to prevent a holocast of atomic or hydrogen destruc- 
tion, we must be so powerful in modern weapons that the ruthless 
and unholy forces we face will neither diplomatically nor militarily 
attempt to create a situation where such a war is inevitable. 





THE LITERATURE OF BUSINESS 
Field of Economics 


REVIEWS 


New Forces in American Business, by Dexter M. Keezer and Associates, 
(New York: McGraw Hill, 1959), pp. xiii, 278; The Affluent Society, by 
John K. Galbraith (Boston: Houghton-Mifflin, 1958), pp. x, 368. 





Economics textbooks and economics surveys appearing today differ 
from those of twenty to twenty-five years ago chiefly in the attention 
currently given such aggregates as national income, its sources and uses, 
and the measurement and cause of its growth. Many of the significant 
studies appearing today demand of the reader a far more rigorous grasp 
of mathematical techniques than was the case twenty years ago. 


The two volumes under review are both written for the general 
reader in forthright and simple terms. Although both avoid rigorous 
mathematical treatment, they do utilize newer concepts accepted by the 
economists. Both authors are men with reputations for technical compe- 
tence. Keezer is Vice President of McGraw Hill Book Company, Galbraith 
is a Professor at Harvard. 


Both books acknowledge that our standard of living has risen in the 
past and that it is likely to continue to rise in the future. Both recognize 
that as consumption has expanded beyond bare necessities, to a wide 
range of elective goods, outlays for advertising and marketing have 
increased. Both discuss the relationship between levels of business 
activity and employment to the total expenditures for consumer goods, 
business investment and government activity. 


Although these two books cover some common ground, they are 
sharply different in orientation and approach. The volume by Keezer, 
New Forces, reflects understanding of the business process. It presents 
data and concepts in a manner that seems reasonable, pertinent and 
helpful to a business man seeking to relate the several parts of the 
business scene to each other in order to obtain a meaningful total picture. 
Galbraith's Affluent Society, by contrast, is peppered with quips which 
reflect a disdain both for “2 conduct of business and for prevailing eco- 
nomic analysis which he calls "the conventional wisdom. " 


The general tone of Keezer's New Forces reflects the optimism of 
late 1959 when it was expected that 1960 would be a year of significantly 
increased business investment and rising levels of employment. Three 
forces likely to sustain the economy in the 1960's, given major attention 
= population boom, business mvestment, and government expen- 

itures. 


With respect to population, Keezer points out that since young people 
and old people will constitute an increasing proportion of population, there 








is going to be a more rapid increase in consumers than in labor force. 


With respect to the impact of consistent and enlarged research 
endeavor, he suggests that a continuous series of innovations may lead 
to steadier business investment over the cycle, since improved equipment, 
yielding marked economies, may be introduced even in times of recession. 


In discussing the government's expanding role, Keezer analyses 
quantities and trends. He shows, for example,that yearly defense purchase 
of “hardware” alone amounts to as much as annual business investment 
on new plant and equipment. His optimism is premised, however, upon 
the prospect of containing military spending, with increases ata lower 
rate than proposed in the "Rockefeller Report." 


The general tone of the Galbraith book, on the other hand, suggests 
we have the technological capacity for abundance but that we may fail to 
use our capacity because, he insists, economists persist in analysing 
problems in terms of scarcity. 


Writing in the recession of 1957-58, Galbraith points to unemploy- 
ment in Detroit. He emphasizes the adverse consequences of this upon 
the rest of the economy, and suggests remedies. But his major message 
is that we cannot buy more cars without better roads, and so he urges 
increased government spending on roads; also, in like manner, increased 
government spending in many other areas. 


In order to finance the vastly increased government spending, he 
would be willing to resort to the sales tax. That is one part of the book 
the business reader might particularly care to explore. 


The Stages of Economic Growth: A Non-Communist Manifesto, by W. W. 

Rostow (New York: The Cambridge University Press, 1960), pp. xi, 179; 

Economic Development: Principles, Problems and Policies, by Benjamin 
iggins (New York: » pp. xviii, 903. 








In the years since World War II economists have directed attention 
to analysing growth and development in both the developed industrial 
nations and the newly developing nations of Latin America, Asia and 
Africa. As a result, new analytic concepts have been formulated that 
are useful in examining problems in financing and in encouraging such 
growth. 


The two volumes here reviewed are both written by men of stature 
and technical competence. Both men have served in a variety of capacities 
counselling on development problems. Rostow is a professor of economic 
history at M.I.T., Higgins is a professor of economics at Texas. Rostow's 
volume on Stages is written expressly forthe general reader. The Higgins 
volume on Economic Development is, by contrast, a rigorous gurvey of deve- 
lopment problems and theories. It successfully compresses, for example, 
the major ideas of Rostow's Stages into a section of one chapter. 





Rostow's terms for the stages in growth characterize the business, 
economic and cultural elements in a society, particularly with reference 





i 
j 
; 
{ 
i 


to the facility with which capital investment can occur and constructive 
innovations in technology or business practice may be adopted. His 
breakdown characterizes the periods as follows: Traditional Society; 
Society in Pre-Conditions for Take-off; Take-off or Industrial Revolution; 
Drive to Maturity; Age of High Mass Consumption; Beyond Consumption. 


Rostow's treatment of the sequences in growth and industrialization 
is overly tidy. It is almost glib. He gives precise years. The American 
take-off was 1843-1860. The take-off in India and in China started in 
the 1950's. Every reader will have some reservations, and he could 
find many more if he read Rostow's own scholarly works. Yet it 
provides a very helpful and suggestive frame of reference for analysis 
of problems and formulation of policy. 


One major service of Rostow's work lies in pointing up developments 
that must precede a successful industrial revolution. Foremost among 
the pre-conditions is the evolution of appropriate credit institutions. An- 
other service lies in his analysis of phenomena that must emerge if indus- 
trialization and growth are to acquire an ongoing character. There must 
be an increase in new capital investment of from around five per cent of 
national income to over ten. Furthermore, he suggests,a major part of 
investment must be financed by savings made in the developing nation. 
Foreign aid and investment must not overshadow such internal savings. 


This is a timely, suggestive and interesting volume. It is available 
in an inexpensive, paperback edition. 


Higgin's Economic Development devotes the first two chapters to 
defining development and describing a number of nations with under- 
developed economies. He suggests economic development is properly 
measurable in terms of a rise in real per capita income. He suggests 
that a nation be classed as underdeveloped if real per capita income is 
less than one-fourth that in the United States. There are thirteen chapters 
devoted to theory and history, in which newer analytic concepts and tools 
are related to the economics taught in the past two decades. 





The last thirteen chapters of the volume are devoted to policies for 
development. Some of these chapters will be useful to business men 
trading with or investing in under-developed regions, or to those seeking 
a sophisticated framework for analyzing the economic problems of the 
developing nations. This book has already been accorded high praise by 
experts in economic development. It is a work of great merit. 


Theodore Marburg 
Professor of Economics 
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